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Delta Air Lines, Inc. (“Delta’) hereby moves for leave to file this Reply
to the Consolidated Answer of American Airlines, Inc. (“American”) and Lan
Chile, S. A. (the “Joint Applicants’). The Joint Applicants answer contains
erroneous and mideading assertions concerning the state of competition in the
Southern Cone region of South America. The Department should accept Delta’'s
Reply in order to correct the record on the important competition issues which
the Department will be evaluating.

L. Delta’s Objections expressed serious concerns about the
competition analysis contained in the Show Cause Order because of its failure to

examine the market structure characteristics of the Southern Cone region of
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South America, which is geographically isolated, lacks competitive hubs, and is
dominated by American and its allies. Delta pointed out that in addition to the
proposed Lan Chile arrangement, American owns a significant stake in
Aerolineas Argentinas, the mgor national flag carrier of Argentina. Argentina
Is not only one of the most important destinations in South America, it maintains
one of the most restrictive aviation regimes.

2. Delta and others also expressed serious concern about the
combined impacts of an American-Lan Chile aliance and an American-
Aerolineas Argentinas aliance. The Joint Applicants disavow any “tripartite
linkage™ in their Answer to the Department, while they tell a different story to
the public. Thus, the Aviation Daily on June 3™ reported: “Lan Chile is
considering an alliance with Aerolineas Argentina, with cross-equity ownership
possibility. Both are new code-share partners with American Airlines. Sources
say the three would form a marketing pact that would cover al of South
America. ” This confirms the validity of our concerns about American’'s plans to
blanket the Southern Cone with an anticompetitive aliance that would effectively
foreclose competitive challenges by other airlines.

3. The Joint Applicants attempt to downplay the significance of an

American-Lan Chile-Aerolineas Argentinas aliance by claiming that the U. S .-

Chile open skies agreement “has lent momentum to the U.S.-Argentina talks’
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and may exert pressure on Argentina to follow Chile'slead. Deltais not aware
of the negotiations the Joint Applicants are referring to, but they could not be
referring to the U. S .-Argentina negotiations. Despite repeated good faith efforts
by the United States to construct an acceptable trangitional regime, the Argentine
Government and Aerolineas Argentinas have balked at allowing any reasonable
level of competition. The Joint Applicants' assertion that Argentina has
“demonstratefed] a persistent bilateral commitment to open skies’ lacks any
basisin redlity. Nevertheless, if the Joint Applicants truly believe that U.S. -
Argentina open skiesisin the offing, in light of the public confirmation of a
tripartite relationship among American, Lan Chile and Aerolineas, it makes
perfect sense for the Department to withhold action on the American-Lan Chile
application until implementation of afully liberalized, open skies agreement with
Argentina.

4, The Joint Applicants state that Delta and other carriers “must face
the redlity that the only two options available are open skies with approval of the
American-Lan Chile dliance . . . or the restrictive status guo, which promises
no new opportunities at al. ” Joint Applicants’ Answer at 3. Delta well
understands those choices and, in fact, has urged the Department to resist the
empty bargain of an open skies agreement, coupled with a market-dominating

anticompetitive aliance. As Delta stated, “approval of an antitrust immunized
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aliance between American and Lan Chile istoo high a price to pay for an open
skies agreement and would lessen competition and be detrimental to the public
interest.” Delta Objections, p. 6.

5. Contrary to The Joint Applicant’s claim, an open skies agreement
with Chile would not result in any significant increase in direct services by other
U.S. carriers to Chile. Instead, it would enable American and Lan Chile to
enhance their domination by alowing them to increase significantly their
combined frequencies, which would make it virtually impossible for Delta and
other U.S. carriers to compete effectively against the increased dominance of the
American-Lan Chile aliance.

6. In conclusion, in light of the likelihood that American, Lan Chile
and Aerolineas Argentinas plan to join forces to establish a Southern Cone

aliance, if the Department does not disapprove the American-Lan Chile dliance

outright for the reasons set forth in Delta's objections, then at the very least it
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should defer consideration of the aliance pending conclusion of bilatera

negotiations with Argentina.

Respectfully submitted,

Uil

Robert E. Cohn

SHAW PITTMAN

2300 N Street, N.W.
Washington, D. C. 20037
(202) 663-8060

Counsd for
DELTA AIR LINES, INC.
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